Capital structure decisions have important implications on the value of the firm, as the components of the capital determine the cost of capital. The guiding principle is to choose the capital structure that maximizes the value of the firm.
Introduction
Capital structure decisions are very important as it has important implications on the value of the firm. It refers to the mix of equity and debt for financing the overall operations and growth of a firm. The primary objective of the financial management of the firm is to maximize the shareholders wealth by the appropriate mix of various sources of finance including retained earnings, equity shares, preference shares and debt. Debt financing involves issuing of bonds, long term notes payable, leasing and loans from banks. But excess debt financing makes the firm risky due to bankruptcy cost. Debt financing increases the risk of bankruptcy, but helps to avail tax shield. Most of the countries impose tax on the corporate profits, hence profitable firms operating in these countries may avail the tax shield by using debt financing. The objective of this study is to find out the determinants of capital structure of listed companies in Oman. The details of selected economic variables and market capitalization of Oman is given in Table 1 and II respectively. Capital markets in the region were informal during as late as 1980s; however, they have grown rapidly in the past decade on account of higher financing needs due to large investments in infrastructure, petrochemicals and real estate. Consumer and commercial loans to consumers and businesses are made principally by banks; consumer loans are also given by finance companies. Bank lending has always been the predominant source of capital in the Arab region. However, the share of bank lending in the capital market has reduced since past six years. Based on the sample selection, Abrasives Manufacturing (ABMI) is the most debt intensive company with average debt ratio of 8.37 during the six year period. It was followed by Oman Ceramic Co. and Sweets of Oman. The average six year debt equity ratios of the 50 top debt intensive companies are given in the appendix.
The Modigliani-Miller theorem, proposed by Franco Modigliani and Merton Miller (1958) , forms the basis for modern thinking on capital structure. The theorem states that firms should be indifferent choosing between debt and equity financing in an efficient capital market. However, Miller (1977 Miller ( , 1988 and Modigliani and Miller (1963) demonstrated that debt financing increases corporate value when interest costs of debt are tax-deductible while equity costs are non tax-deductible. DeAngelo and Masulis (1980) subsequently proposed the static trade-off theory, whereby the advantage conferred by debt in the form of a decreased tax bill was offset by an increase in business risk. They proposed a theoretical optimum level of debt for a firm, where the present value of tax savings due to further borrowing is just offset by increases in the present value of costs of distress. Pecking Order Theory presented by Stewart C. Myers (1984) states that, because of asymmetries of information between insiders and outsiders the firms prefer internal sources of financing to equity financing. If internal financing is insufficient then they go for external financing, first they apply for bank loans, then for public debts and as a last resort, equity financing is used. Profitable firms are less likely to opt for debt financing for new projects as they would be having sufficient funds in the form of retained earnings. The agency theory presented by Jensen and Meckling (1976) highlights the possible conflict between shareholders and managers. The managers are agents of the shareholders entrusted with the day to day affairs of the firm, they try to transfer wealth from bondholders to shareholders by borrowing more debt and investing in risky projects. Different researchers have studied the capital structure decision from different point of views and in different environments related to developed and developing economies; a few of them are cited here. The studies by Kakani and Reddy (1996) and Kakani (1999) revealed profitability, capital intensity and non-debt tax shields were important determinants of capital structure. The study by Cassar and Holmes (2003) showed that the asset structure, profitability and growth were important factors which affected the debt equity ratio of firms. Harris and Raviv (1991) found that financial leverage is positively related to firm size, asset tangibility and growth opportunity, but is negatively related to firm risk and profitability. The study of Jong et. al. (2008) stated that the debt equity ratio was related to a number of countryspecific factors such as bond market development, protection of creditors and growth rate of gross domestic product. The study by Bhaduri (2002) , exhibited that the optimal capital structure choice in developing countries is strongly influenced by factors such as size, asset structure, profitability and financial distress cost. The study by Titman and Wessels (1988) found that financing with debt was negatively related to firm's uniqueness regarding its type of business.
Research Methodology
This study is based on the financial data collected from the balance sheets and income statements and of all companies listed in the Muscat Securities Market excluding banks, financial institutions and insurance companies. Data on company balance sheets and income statements were obtained from the websites www.msm.gov.om. Further, the respective websites of the sample companies were also searched for as and when required. The sample includes 82 firms. The data have been taken for six year period of 2006 to 2011. On account of non availability of data, some of the data have been truncated.
Analysis and Findings
Multiple regression analysis was used to examine the determinants of financial leverage. The financial model used is given by LEV= β 1 LOGTA+ β 2 LOGSA+ β 3 SATA+ β 4 CF+ β 5 NI+ β 6 CFROA+ β 7 CFROS The log of total assets SATA The ratio of total sales to total assets CF The log of cash flow measured by operating cash flow NI The log of net income CFROA The ratio of cash flow to total assets (cash flow return on assets) CFROS The ratio of cash flow to total sales (cash flow return on sales )
The model assumes that financial leverage is determined by the size as measured by the log of sales, log of assets, profitability measured by cash flow return on assets and sales. The correlation analysis was conducted in order to check multicollenearity. The variables of cash flow and total assets were found to be highly correlated. Similarly the variables representing cash flow and total assets were also highly correlated. Assets and sales are also highly correlated. Altogether four models were used for the analysis.
Model 1
In model 1, all the variables were used for regression analysis. The model 1 results suggest that financial leverage is dependent on cash flow and net income of the firm. The relationship found is statistically significant. Higher the cash flow, greater is financial leverage taken by firms. Net profit is found to be negatively related to financial leverage. In this context, it can be said that lower the profitability of the firm, greater is the risk taking behavior of firms particularly in relation to leverage.
Model 2
In model 2, the financial leverage variable measured by debt to equity was regressed on sales, the asset efficiency variable of sales to assets, cash flow measured by operating income and net profit. In addition to the operating income and net income variable, the financial leverage was found to be directly related to the asset efficiency. The regression results show that as asset efficiency rises, firms tend to use more debt in the capital structure. 
Model 3
In model 3, financial leverage was regressed upon variables of sales, assets, asset efficiency measured by sales to assets ratio, cash flow returns of assets and sales. The results were statistically insignificant at all levels. 
Regression Statistics

Model 4
In Model 4, financial leverage is assumed to depend on sales, asset size and profitability returns on assets and sales. The study shows that as the size in terms of sales increases, the firms tend to become more debt intensive. 
Conclusion
The study finds that higher the cash flow, greater will be the amount taken as debt by the companies. As the profitability decreases, firms tend to become more debt intensive. Moreover if the firm becomes operationally more efficient in terms of productivity of assets, it prefers to take more debt. The study also finds that as size of the firm increases, it becomes more leveraged.
